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Introduction
Corporate Social Responsibility 1 (CSR) has firmly established itself as a crucial notion for modern business and society on an international level. Consumers, environmentalists, employees, activists and concerned citizens have been pushing corporations for many years to go beyond their purely economic goals and attempt to improve their impact on society and the natural environment in broader ways. The latest Nielsen Global Survey on Corporate Social
Responsibility was conducted in 2013 with 29,000 respondents from 58 countries and demonstrates that at least 50% of global consumers are willing to pay a premium for goods and services coming from socially responsible firms. The trend is for this percentage to keep rising as it has from the previous related survey conducted by Nielsen in 2011. Thus, societal pressure moves from the area of implicit reputational gains to explicit financial incentives for responsible producers and, vice versa, the lack of socially responsible practices (or even worse, the engagement in social/environmental controversies) constitutes a competitive disadvantage. This is also recognised by European Commission's renewed strategy for CSR (2011) (2012) (2013) (2014) , according to which CSR "can bring benefits in terms of risk management, cost savings, access to capital, customer relationships, human resource management, and innovation capacity". Indeed, the business world seems to have been convinced about the fundamental significance of responsible practices. According to the UN Global Compact-Accenture CEO Study on Sustainability, conducted in 2013 with the participation of more than 1,000 top executives from 27 industries and 103 countries, 93% of respondents see sustainability issues as an important or very important factor to the future success of their business.
It is, therefore, unsurprising that considerable research efforts have been made to identify the details of the association between Corporate Social Responsibility and financial performance of individual firms as well as portfolios of assets. The conceptual breadth and methodological diversity characterising this extensive literature over a span of 40 years has led to contradictory evidence being brought forward by hundreds of empirical studies. Nevertheless, both qualitative reviews (Margolis and Walsh, 2003) and statistical meta-analyses (Margolis et al., 2009; Orlitzky et al., 2003) hint towards a modest but statistically significant correlation between the two concepts. 2 The underlying arguments in favour of this positive link between CSR and firm performance can broadly be categorised in two groups. The first one draws from instrumental stakeholder theory (Freeman, 1984; Jones, 1995) and posits that the efficient implementation of CSR policies and practices can lead to effective stakeholder management on the part of the firm.
Establishing mutually beneficial long-term relationships with key constituents can bring about the generation of multiple comparative advantages for the firm both in terms of improved profitability (Clarkson, 1995; Hillman and Keim, 2001 ) and better risk management (Godfrey, 2005) . In other words, building trusting relationships with primary stakeholders by addressing their legitimate needs and concerns (ideally on a proactive basis), through CSR, creates reputational wealth and relational capital for the firm and can ultimately lead to an improved corporate valuation or to the preservation of value during turbulent times.
A second line of reasoning commonly used to support a positive association between CSR and firm performance is often referred to as "the good management hypothesis" (Alexander and Buchholz, 1982; Waddock and Graves, 1997) . This hypothesis suggests that high levels of sustainable business practices can be viewed as signaling supremely competent and trustworthy corporate managers. The effective application of CSR is a very complex task which requires the consideration of the relative importance of claims made by a plethora of different stakeholder groups (often contradicting each other) and the estimation of both explicit and implicit costs and benefits accruing from the related practices to the firm. Consequently, executives who choose to use CSR for strategic purposes can be viewed as being highly skilled.
Interestingly, although the aforementioned arguments can be used to motivate research on the financial impacts of CSR related to either the equity or debt valuation of the firm, the majority of the relevant studies focus on identifying the influence of CSR on the cost of equity capital (Kempf and Osthoff, 2007; Galema et al., 2008; Hong and Kacperczyk 2009; El Ghoul et al., 2011) . It has only been in the last few years that some attention has been paid to the possibility of a linkage between CSR and cost of debt. The sheer size of the corporate debt market and its importance on a global scale merits such investigations. According to McKinsey, as of 2012, global equity is estimated to aggregate to $50 trillion whereas total corporate debt amounts to $86 trillion 3 . An additional reason to motivate such research comes from the view that distinguishing good management via a firm's CSR levels is even more important in the debt conventional and Socially Responsible Investing (SRI) funds. And this is despite SRI funds being true to their name and investing in more sustainable firms compared to their conventional peers (Kempf and Osthoff, 2008) . markets due to the agency conflicts arising between shareholders and debt-holders (AshbaughSkaife et al., 2006 ). Merton's (1973) seminal work has demonstrated that the payoffs accruing from a corporate bond (the extension to corporate loans is straightforward) is asymmetric and resembles that of a put position. This is because the potential benefits for the borrower are capped at the level of accruing interest payments whereas the potential losses can be as much as the entirety of the borrowed capital. In contrast, for shareholders, the gains are potentially unlimited. This distinction makes the imperative to identify competent and responsible firm managers in order to reduce agency and monitoring costs more important for debt-holders compared to equity-holders.
It should also be noted that from the $86 trillion of outstanding corporate debt globally previously mentioned, $75 trillion (or approximately 87%) relates to securitized or nonsecuritized bank loans and $11 trillion are connected to corporate bonds outstanding. Bradley and Roberts (2004) also report that private debt, including bank loans, tends to be at least two to three times the amount of public debt. Apart from their differences in order of magnitude, the role of banking institutions as "quasi insiders" (Goss and Roberts, 2011) provides a basis to assert that the loan market is more efficient than the bond market and as such, the financial effects of CSR will be more prominently exhibited there. Banks have access to unique information related to a firm's operational and financial standing, a specialised skillset needed to appropriately assess this information in order to make a lending decision and the privilege of being able to set the terms regarding the monitoring of the borrower during the duration of the loan. Therefore, it is sensible to expect a greater degree of market efficiency in the corporate loans market. Altman et al. (2010) have in fact concluded that syndicated loan markets are more informationally efficient compared to bond markets as they manage to reflect the probability of default more quickly.
Based on the above, it is surprising that more emphasis has been given to the likely impact of CSR on the cost of internal debt financing, i.e. through bond issuance, compared to the effects of CSR on external debt financing, i.e. through bank lending. Not only is this part of the empirical literature scarce in terms of overall number of studies, it is also underdeveloped in a variety of ways, as we will demonstrate in our perusal of related research in the next section of this paper. We aim to extent previous work on the financial impacts of corporate social responsibility by: i) Focusing on the link between CSR and cost of debt (which has not been extensively researched, unlike the cost of equity), and more specifically on the cost of banks loans (which have received less attention compared to financing through bond issuance), ii)
Providing an international framework of analysis using a sample comprised of borrowers from 28 countries around the globe instead of solely focusing on US and European firms, iii) Linked to the previous point, we aim to connect the cost of loans not just to CSR performance indicators at the firm level but also to country related sustainability scores that assess the respective institutional frameworks, iv) Going beyond looking purely at aggregate CSR scores and identify possible variability in the financial impacts of particular CSR dimensions and subdimensions, v) Chronologically extending previous analyses in order to include evidence from the years of the global credit crisis which may have altered the nature or strength of the CSR-cost of debt link.
Our main results are indicative of the complexity and variability of the economic impacts of CSR on the cost of debt. We find that the sustainability framework of a borrower's country, and every dimension comprising this framework, is significantly negatively related to corporate borrowing
costs. An increase by one unit in the overall country sustainability metric we utilise leads to a significant average decrease of 69 basis points in our sample (or 52% in average corporate loan spread over LIBOR). The intuitive explanation is that these institutional mechanisms act as a shield for the borrowing firm, protecting it from the operational and reputational hazards occurring from systemic social and environmental challenges and ultimately reducing its default risk. On the other hand, improved overall performance in CSR terms is not shown to be associated with the cost of bank loans and particular elements of CSR even appear to be positively linked to credit costs. When extending our analysis to the various components of sustainability, we provide evidence that the environmental aspect of country sustainability is more financially impactful than the social. A unitary increase in the former leads to an average decrease in the corporate cost of debt by approximately 80 basis points compared to approximately 50 basis points for an equivalent decrease in the latter. These results are consistent when looking at various subcategories within each dimension of country sustainability. The model specifications we use to conduct our investigation includes an extensive array of country, industry, borrower, lender and facility characteristics, explain approximately 50% of corporate loan spread variability and provide economically intuitive results with regard to the sign and value of known cost of debt determinants.
The remainder of the paper is structured as follows: Section 2 provides a summary of the extant literature and the conceptual basis guiding our empirical tests. Section 3 outlines the data sources that have been used and the methodology implemented while section 4 describes the results of our analyses. Section 5 discusses the practical importance of the inferences that can be drawn and makes suggestions for further research in this area.
Related literature and development of hypotheses
The traditional approach of banks in their effort to assess the credit quality of an institution seeking to borrow funds has been to base this assessment on quantitative, easily verifiable by third parties, reasonably objective data which is usually financial in nature (e.g. profitability, current operational leverage, liquidity, market value, credit ratings assigned by rating agencies etc.). This emphasis on "hard information" is the defining characteristic of "transaction-based banking" (Gropp, Gruend and Guettler, 2013) . In contrast, with "relationship banking" the lending decisions are based, in addition to the above, on "information which is harder to accurately summarize in a numeric score" (Petersen, 2004) . We have already noted that stakeholder theory (Freeman, 1984; Jones, 1995) suggests that improved corporate social performance can lead to better stakeholder management which can, in turn, materialise to a more reliable and effective business model, thus creating strategic comparative advantages and positively influencing the firm's financial performance. In the case of the cost of bank loans in particular, a case can be made that CSR will have a direct influence on a variety of factors which determine credit costs. We analyse the link between sustainability and each of these factors, drawing from the arguments and conclusions of previous research, in the following paragraphs.
Recent findings coming from the empirical CSR literature have demonstrated the existence of a link between improved CSR and reduced information asymmetry. Cui, Jo and Na (2012) are taking the view of Harjoto (2011, 2012) who posit that firms use CSR engagements as a mechanism to increase informational flow and improve communication to non-investing stakeholders, thereby enhancing conflict-resolution and decreasing information asymmetries.
Their study pays special attention to the possible endogeneity existing between CSR and information asymmetry and concludes that the causality of the relationship causality runs from the former to the latter. In a similar vein, Cho, Lee and Pfeiffer (2013) present findings in favour of a negative association between CSR and information asymmetry (as proxied by stock bid-ask spreads). They argue that this is due to the tendency of CSR to be connected with increased voluntary disclosures which reveal management's ethical concerns and improve the transparency and reliability of financial reporting. The conceptual link between information asymmetry and the cost of bank loans is somewhat more obvious. The higher and better quality the informational flow between two contracting parties is, the lower the monitoring, policing and agency costs tend to be and thus the lower the overall cost of bank financing (Akerlof, 1970; Grossman and Stiglitz, 1980; Mankiw, 1986) . In addition, the study of Dennis and Mullineaux (2000) clearly demonstrates that increased informational transparency leads to increased "saleability" of a debt contract.
Corporate social responsibility has also been connected with trustworthiness, integrity, nonopportunistic behavior and an indication of the underlying moral character of a firm. Jones (1995, p.412) notes that "There is another way to reduce opportunistic behavior, however -the voluntary adoption of standards of behavior that limit or eliminate it" and discretionary CSR engagements certainly fit this description. Godfrey (2005) argues that certain aspects of CSR can be viewed as legitimate indications of corporate benevolence and can generate positive moral capital as stakeholders feel they can genuinely trust the corporation. Yoon et al. (2006) also show that CSR activities can improve a company's public image and make it seem more trustworthy to consumers so long as it can convincingly demonstrate that it focuses on CSR per se and not on CSR advertising.
Although trust is a central issue in the world of finance and banking, its effects on financial decision-making had not been researched extensively until recently (Sapienza, 2009 ). In the context of lending decisions made by banks, trust is mostly related to the ''willingness of a party to be vulnerable to the actions of another party based on the expectation that the other will perform a particular action important to the trustor, irrespective of the ability to monitor or control that other party'' (Mayer et al., 1995, p.712) . The trustor in this case is the bank and the expected action is the full and timely repayment of the loan subject to the terms of the contract.
Indications of opportunistic behavior on the part of the borrower would lead to greater mistrust by the lender and consequently to a need for more stringent monitoring and higher screening and enforcement costs which increase the effective cost of debt. Karlan (2007) shows that cultural similarity and geographic proximity have significant effects in group lending outcomes.
He argues that socially connected individuals may trust and value their relationships more as well as that they share information more easily, thus lowering the respective costs. Most notably, Kim, Surroca and Tribo (2014) also highlight the importance of trust in financial decisions, and lending in particular, and argue that it is dependent on two characteristics of the borrower, as perceived by the lender, namely integrity and benevolence (Howorth and Moro, 2012) . They base their arguments and empirical investigation on the work of Mayer et al (1995) who define benevolence as "the extent to which a trustee is believed to want to do good to the trustor, aside from an egocentric profit motive" (p.718) and integrity as a concept which "involves the trustor's perception that the trustee adheres to a set of principles that the trustor finds acceptable" (p.719).
The above arguments substantiating the linkages between sustainability and "soft characteristics"
(trustworthiness, integrity, benevolence, non-opportunistic behaviour) of the borrower and between these characteristics and loan terms have been analysed mainly at the level of the firm.
However, there is important scholarly work which extends the framework of analysis to the level of the country where the firm is based. In a very interesting study, Cai, Pan and Statman (2014) find that differences in investments in CSR are associated with various aspects of country socioeconomic development and culture including, among others, civil liberties, political rights, levels of autonomy and individualism and levels of corruption. In addition, the relationship between culture and economic behaviour has been established in regards to very different phenomena. Bottazzi, Rin and Hellmann (2007) find the extent to which venture capitalists fund certain entrepreneurs, and the terms of this funding, is significantly dependent on how much they trust citizens of these countries according to their cultural traits. Licht, Siegel and Schwartz (2011) also look into the financial effects of cross-country cultural differences (with a focus on egalitarianism) and find it materially affects the international flows of equity and debt as well as the mergers and acquisitions activity between countries. Furthermore, Giannetti and Yafeh (2012) show that when lead banks consider the borrower to be culturally distant from them they apply higher interest rates on the loans and are more likely to demand third-party guarantees.
The authors argue that culture plays an important role in the effectiveness of the communications between lender and borrower as well as the organizational structure of the latter, hence influencing the terms of the loan.
In summary, there are ample conceptual linkages, supported by empirical evidence, between CSR and country and/or borrower features and between these features and the cost of debt. CSR reduces informational asymmetries between the contracting parties, increases trust by increasing the perceived integrity, benevolence and trustworthiness of the borrower, and reduces the expectations of opportunistic behavior taking place. By doing so, it leads to reductions in monitoring, policing and bonding costs and to overall reduced cost of debt. Thus, the principal hypotheses our study is investigating are: Going a step further, we attempt to look into the likely difference in the financial impact of separate dimensions of sustainability, namely the social and the environmental one. Godfrey et al. (2009) have argued that combining distinct features of sustainability to create "a single, monolithic construct" (Godfrey et. al, 2009, p.426) actually dilutes the observable financial effects of unidimensional CSR. While the environmental aspect of sustainability has frequently been studied separately and found to be positively related to different aspects of firm financial performance (Belkaoui, 1976; Blacconiere and Northcut, 1997; Sharfman and Fernando, 2008; Bauer and Hann, 2010) , the societal dimension is usually "hidden" by being a constituent of aggregated measures of sustainability (Waddock and Graves, 1997; Hillman and Keim, 2001; Nelling and Webb, 2009 ) while there are also occasions when it has been shown to exhibit a less significant and even negative influence to corporate financial performance (Ziegler et al., 2007) .
This may be connected to Clarkson's (1995) view that corporations attempting to deal with broad social issues instead of targeting concerns of primary stakeholder groups will not be seeing any sizeable corresponding effect to their bottom line. Hence, we anticipate that within the framework of this study:
The financial impact of the environmental side of firm and country sustainability will be more pronounced compared to the societal one.
In spite of the substantial foundation provided by the aforementioned, the literature specifically focusing on the effects of CSR on the cost of bank loans is scarce. Goss and Roberts (2011) were amongst the first to explore this link. Their study focuses on the US bank loan market in the years 1991 to 2006, thus stopping before the start of the global financial crisis. They provide evidence that, overall, less responsible firms pay a modest premium ranging between 7 and 18 basis points over more responsible ones. However, the financial effects of discretionary CSR investments are more equivocal. When splitting their sample according to borrower quality, the authors show that low-quality borrowers engaging in discretionary CSR practices face higher loan spreads and shorter maturities, whereas lenders are unaffected in their decision regarding highquality borrowers engagements in discretionary CSR.
On the other hand, Nandy and Lodh (2012) As can be seen, previous studies on the effects of sustainability are restricted in terms of either geographic coverage (with Goss and Roberts (2011) and Nandy and Lodh (2012) focusing only in the US), or in the aspects of CSR they examine (Nandy and Lodh (2012) on environment, Kim et al. (2014) on business ethics) or in the time-frame of their dataset (none goes beyond 2007 and thus they do not account for the possible influences of the global credit crisis on the investigated phenomenon). Our study aims to fill these gaps and, in addition, is, to the best of our knowledge, the first to also look into the effects of country sustainability on the cost of indirect corporate financing.
Data and methodology
Our measures of country and corporate sustainability are provided by oekom research AG (simply referred to as oekom hereafter). Oekom has established itself as one of the leading independent sustainability rating agencies globally, currently covering an investment universe of more than 3,400 corporations worldwide and being a partner of a multitude of financial service providers and institutional investors. The agency's rating system is based on a comprehensive framework created through the dynamic assessment of more than 100 indicators which are used to generate both country and company sustainability ratings. Ratings are produced for the overall country/company sustainability as well as for the social and environmental performance dimensions separately. The ratings' scale for overall sustinability ranges from D-(poor performance) to A+(excellent performance) but a more precise numeric scale is also produced and ranges from 1 (poor performance) to 4 (excellent performance) and from 0 to 4 for the various sustainability subcategories. In the evaluation process, oekom uses information that has been created by the firm (i.e. corporate disclosures) as well as information that has been generated by external sources. Recognising that different industries are sensitive to different key factors, can lead to the creation of diverse types of social and environmental externalities and thus can be more prone to be affiliated with dissimilar kinds of controversies, oekom applieds an industry-specific weighing scheme to the various indicators it uses. Thus, this approach effectively leads to the generation of best-in-class sustainability ratings and scores. Additional information about the social and environmental sub-categories of indicators that oekom uses in rating companies and countries can be found in the appendix of this paper.
Oekom's international coverage of firms along with its highly sophisticated rating methodology lead to the creation of a database which is extensive and characterised by reliable and replicable quantitative measures of firm and country sustainability. These characteristics are highly desirable for conducting empirical research in the area and thus increasingly more academics have decided to make use of oekom instead of alternative CSR sources (Schreck, 2011; Sun, Nagata and Onoda, 2011) . We follow this recent trend and use i) the annual numeric scores for the overall sustainability of countries and firms, ii) the scores for the social and environmental sustainability dimensions and iii) the scores for the various sub-dimensions within them 5 as our key independent variables. Our oekom dataset starts in 2005, ends in 2012 and comprises of 5,242 firm-years observations for which we have numeric scores in each and every one of aforementioned categories.
We use the Thomson Reuters DealScan database (referred to as DealScan hereafter) to draw information about the characteristics of the loan contracts, the lenders and borrowers. Our proxy for the cost of bank loans is the logarithm of the spread of the loan interest rate over LIBOR, adding any annual (or facility) fee paid to the lender (or lending group) and it is measured in basis points for each dollar drawn down. Based on related previous literature on the determinants of bank loans (Fields, Fraser and Subrahmanyam, 2012; Giannetti and Yafeh, 2012; Goss and Roberts, 2011; Kim, Surroca and Tribo, 2014; Nandy and Lodh, 2012) we draw a variety of information from DealScan concerning borrowing companies to construct our set of control variables: firm size (book value of total assets), ratio of market value of equity versus book value of equity, leverage (book value of total debt over book value of total equity), profitability (return on equity), interest coverage ratio (earnings before interests and taxes over interest expenses), firm liquidity (book value of current assets over book value of current liabilities), percentage of free floating shares, financial distress (Altman's Z-score) and R&D intensity (Research & Development expenses over total sales). We additionally collect the book value of total assets as a proxy for lender size (or the average of total assets when there are a multiple lenders in a syndicated loan) and the total loan maturity (in months) from DealScan.
We also make use of the information provided by Thomson Reuters Datastream and Bloomberg to add borrower and lender credit ratings to our model specification. We use credit ratings provided by Standard and Poor's or Moody's if the former are not available and translate them to a numeric scale following a rationale similar to that applied by Ashbaugh-Skaife, Collins and
LaFond (2006) and Oikonomou, Brooks and Pavelin (2014) . To account for the possibility that rating agencies already include an assessment of sustainability among the extensive array of factors they consider when assigning corporate credit ratings, we regress credit scores on the respective oekom scores and use the residuals of these regressions in our main model specifications. We also calculate firm betas using stock returns and corresponding MSCI country index returns from Datastream. We use monthly data for a five year period to conduct the calculations. Lastly, in order to account for the most important economic characteristics of borrower countries 6 , we include real GDP growth in the years the loan facility was signed, 6 We elect to follow this process instead of using a series of binary variables for every country where a borrower is located in order to keep the model as parsimonious as possible and so that the importance of the country sustainability scores is not artificially subverted.
provided by Datastream, and binary variable taking a value of 0 when a country is classified as "Developed" by FTSE and 1 otherwise. Table I contains brief descriptions of all the above variables.
-
We follow Francis, Hasan, Huang and Sharma (2012) and use loan facilities as the level of analysis thus creating a cross-section of year-loan observations 7
. After matching oekom with DealScan using ISINs and manual comparison of names, add credit rating information from
Datastream and Bloomberg by conducting a thorough manual search, deleting double entries and excluding data points due to missing observations, we reach a final sample comprising of 470 loan-year observations in our complete model specifications. This is a sample rich in the diversity of regional characteristics as it includes borrowing firms from 28 different countries from every continent except for Africa. Furthermore, all major industries are represented. Table   II provides additional details on sample characteristics by breaking down the number of observations per country, region, and industry of the borrower and year that the loan agreement was signed.
------------------------------------------------------------------INSERT TABLE II ABOUT HERE -------------------------------------------------------------------
It is worth comparing generic data coverage of this paper with those of the few previous relevant studies. In terms of corporate sustainability databases, both Goss and Roberts (2011) More quantitative information about the identity of the borrowers, lenders and loans is contained in Table III . Mean and median scores for borrowers' overall CSR scores as well as for the respective environmental and social dimensions are close to 2.1-2.2 with modest, but not trivial, standard deviations of approximately 0.4 to 0.5. It is worth noting that in the only other relevant international study (Kim et al., 2014) , the variability of the sustainability (ethics) variable was low as the mean score was 70.55 and the standard deviation merely 3.65. Consequently, we believe that despite the smaller sample size, our study makes use of a rich and variable international data pool.
While there are firm-year observations for which CSR scores take the absolute minimum possible value (1), there is no single observation in the sample of a firm scoring perfectly (4) in the overall CSR, the social or the environmental dimension at any point in time. When looking at the various corporate sustainability subcategories (a1 to b3 ─ as described in the appendix) it is evident that they are more widely dispersed around their corresponding mean score values as they are characterised by higher standard deviations and more extreme minima and maxima. On the other hand, borrower country sustainability scores are, on average, higher compared to firm sustainability scores, ranging between 2.547 (country environmental performance) and 3.169 (country social performance) and low respective standard deviations of 0.243 and 0.298. This is unsurprising as we would expect that these sociocultural and institutional sustainability frameworks change only very slowly at the country level and thus the dynamic variability of these variables in the sample by definition is low.
In terms of financial characteristics, what stands out is that the average borrower is a profitable firm with a return on equity exceeding 24% per annum and looks to be in a good position to repay a loan as it has a relatively low leverage ratio (<0.3) and a high interest coverage ratio (median value of 5.08). As expected for a sample of this size and variability, the average beta is very close to unity but the standard deviation of this variable exceeds 0.5, providing an array of firm-year observations with very different levels of systematic risk. The average free floating percentage is quite high (>76%). This is a desirable characteristic for our analysis as it allows for market forces to have the defining role in determining corporate valuation through the analysis of financial and non-financial (including sustainability) information. Naturally, this valuation will also influence the terms of the loan agreement between lender and borrower, either through directly influencing the valuation of the collateral or by impacting the bank's opinion of the borrowing firm's financial potential. Lastly, it is worth noting that the mean value for the loan spread over LIBOR is approximately 125 basis points (1.25%) 8 and that the median loan maturity is 60 months (5 years).
We run all regressions at the level of loan facilities and average the values of lender-related variables 9 in the cases of syndicated loans. We winsorize all financial variables at the 1% level in order to avoid inferences being driven by extreme outliers and apply heteroskedasticity robust estimators. The full specification of our model makes use of all the variables we have previously mentioned and in its generic form can be written as:
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It must be noted that to conduct all our analyses, we use different versions of firm and country sustainability metrics, starting from the overall scores, moving to the separate scores for the societal and environmental aspects of sustainability and further down to the specific components of each of these. Thus we have multiple, similar but distinct, variants of the model described in equation 1.
------------------------------------------------------------------INSERT TABLE III ABOUT HERE -------------------------------------------------------------------
Results
Table IV depicts the influence of overall country and company sustainability scores on bank loan credit spreads. In order to demonstrate the incremental explanatory power that different sets of variables have on loan spread variation, we start from a specification including solely sustainability factors and progressively move towards the full model specification. As can be seen in the first column of the table, sustainability scores can explain approximately 3% of the firmyear variation in the cost of bank loans, a small yet certainly not trivial part of the puzzle. Adding borrower characteristics increases adjusted R-squared by nearly 10% while adding lender and loan characteristics and the GDP growth rate of the borrower's country leads to a further increase of 22%. Lastly, including a series of binary variables that capture country, industry and time effects leads to a model specification which can explain almost half (48.3%) of the variation in loan spreads in our sample.
The most important finding manifesting from this set of results is that country sustainability is clearly shown to have a negative impact on the cost of bank loans, statistically significant at the 1% level, regardless of the set of control variables used. The sign, size and significance of the respective slope coefficients are remarkably stable. Hence, Hypothesis 1 receives strong support.
On the other hand, Hypothesis 2 is not supported, as corporate sustainability appears to be positively connected to credit spreads, but this result becomes insignificant when including the full set of control variables in the model. In addition, the overall firm sustainability slope coefficient is consistently lower than that for country sustainability. In a nutshell, in the fully specified model, the overall country sustainability framework appears to have a significant costreducing effect when it comes to direct financing. More specifically, an increase in oekom country scores by one unit leads to an average decrease in bank loans spreads by 0.642% in our sample 10 . In contrast, the impact of a multidimensional CSR metric is not evident in our analysis.
The relevant coefficient is not significant at standard confidence intervals and it is less than one third of the size of the country sustainability slope coefficient.
It is also reassuring that from the extensive array of control variables that we use, those that are shown to have a statistically significant impact on corporate loan spreads do so in the manner we would anticipate according to basic financial theory and common sense. Firms with strong fundamentals, lower leverage, higher profitability, less indications of financial distress, higher credit ratings that borrow for shorter periods of time manage to gain access to cheaper bank loans compared to their peers with the opposite characteristics. Table V zooms in on the nature of the effects of sustainability on credit costs by separately looking at the social and environmental components for both borrowing corporations and their countries. We also provide the model specifications which include only borrower characteristics to examine whether the previously noted increase in explanatory power is maintained when moving to the full specifications. Indeed, this increase is approximately 13% with an overall Rsquared being in the vicinity of 50% in the case of both the social and environmental dimensions. The interest-lowering effects of country sustainability are verified and appear to be coming from both dimensions. The respective coefficients are negative and significant at the 1% level though the economic magnitude of a change in the country environmental scores on loan spreads is much larger than the impact of an equal change in the country social oekom scores: a unit increase in the environmental dimension leads to an average decrease of the cost of loan by approximately 73 basis points compared to 48 for the same increase in the social dimension.
These findings are in line with our a priori expectations which led to the formation of Hypothesis 3. Also similar to previous indications is that firm level environmental sustainability appears to be unrelated to the cost of bank loans whereas societal oekom scores at the firm level are seemingly positively connected to credit spreads. Although the relevant coefficient is much lower in absolute terms compared to the ones related country sustainability (a unit increase in the social part of firm sustainability leads to an average increase of loan rates by 0.38%) and is only significant at the 10% level, the finding is still contrary to our original hypothesis. One possible interpretation comes from the works of Clarkson (1995) and especially Hillman and Keim (2001) . Clarkson makes the distinction between primary and secondary stakeholders stating that it is maintaining solid strategic relationships with the former group that is crucial to ensure the financial well-being of the firm. Hence, investments targeting secondary stakeholders may be deemed to be a misappropriation of scarce corporate funds. Hillman and Keim's (2001) analysis empirically tests this conjecture as it pertains to corporate social responsibility and concludes that "using corporate resources for social issues not related to primary stakeholders may not create value for shareholders" (p. 125). This may explain why we find a modest positive association between the social dimension of corporate sustainability and cost of debt.
In order to further explore the key characteristics of the links between sustainability and cost of bank loans we have already identified, we make our analysis more fine-grained and use the three oekom sub-dimensions as our key independent variables. For the societal dimension, at the corporate level, these correspond to "staff and supplier", "society and product responsibility"
and "corporate governance and business ethics" while at the country level they refer to "political system and governance", "human rights and fundamental freedoms" and "social conditions".
For the environmental dimension, the corporate level subcategories are "environmental management", "products and services" and "eco-efficiency" whereas the country subcategories fall under "natural resources", "climate change and energy" and "production and consumption".
The results produced by these three analyses are captured in Table VI and provide us with a very clear picture. Every sub-dimension of country sustainability is shown to be associated with lower costs of bank loans (significant at the 1% level in every case) while all aspects of corporate sustainability are found to be insignificant determinants of credit spreads ─ hence the findings concerning the macro-sustainability effects on loans are corroborated while the indications of a positive link between the societal part of CSR and loan interest rates can only lead to tentative conclusions. What is more, the economic importance of the environmental country sustainability factors is significantly greater than that of the respective societal ones, judging from the size of the related coefficients. A unit increase in any of the components of societal country sustainability leads to a reduction of the average credit spreads in the sample ranging between 46
and 50 basis points. The equivalent effect of environmental sub-dimensions amounts to approximately 76 or 77 basis points. Hence this segment of our investigation provides additional support for Hypotheses 1 and 3 but not for Hypothesis 2.
As a final set of analyses, we investigate the possible moderating role of the collapse of Lehman Brothers in the link between sustainability and loan spreads. Lehman's bankruptcy was one of the most crucial events within the recent global financial crisis and shifted the focus of the market "from estimates of write-downs, capital needs and merger and acquisition scenarios, to concerns about counterparty exposures and default risks"
11
. Becchetti, Ceniccola and Ciciretti (2010) outline the magnitude of the financial impact of the Lehman Brothers event and document that, after it occurred, investors better recognised the additional informational importance of CSR with regard to the moral character of the firm and its trustworthiness. Hence, it is possible that in the post-Lehman era, the influence of sustainability on financial contracting may have been strengthened. In order to empirically test this assertion, we include an additional binary control variable taking the value of 1 for loan facilities starting after Lehman's filing for chapter 11 on September 15, 2008 and 0 otherwise and interaction terms between this binary variable and oekom firm scores. Although the binary variable is highly statistically significant and shows an increase in the level of corporate spreads after the event, the economic and statistical strength of the results concerning the impact of corporate sustainability on loans is extremely similar to that of our main results
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.
It should be noted that the results of our study are comparable only to those of Kim, Surroca and Tribo (2014) who also perform an international examination of the impact of sustainability on the cost of bank loans. Unlike them, we do not find evidence suggesting that higher firm level sustainability reduces the cost of debt. However, we have clarified that there are two crucial differences between the two studies: i) They focus solely on the business ethics component of sustainability whereas we look into overall sustainability as well as its various components and ii)
Their sample stops in 2007, right before the start of the global credit crisis which is reasonable to assume made lending institutions reconsider their policies and may have changed the corporate loan market framework. In contrast, our sample starts before the crisis, covers the entirety of its duration and finishes in 2012. In addition, both Goss and Roberts (2011) and Nandy and Lodh (2012) find that increases in overall CSR and firm environmental performance, respectively, can lead to average loan spread reductions of 7 to 20 basis points, at least in the US. Once more, the sample differences we have outlined between these studies and ours should be sufficient to reconciliate the equivalent results. The fact that our study is the first to include country-level sustainability scores as possible determinants of corporate loan spreads in direct financing makes these results impossible to compare with those manifesting from previous scholarly work. The same is true for the conclusions concerning the greater strength of the financial impact of the environmental dimension compared to that of the social dimension: Goss and Roberts (2011) use a multidimensional CSR construct whereas Nandy and Lodh (2012) focus solely on the environment and Kim et al. (2012) on ethics.
Conclusions
We conduct an international investigation on the effects of corporate and country sustainability on corporate spreads of bank loans. We look into 470 loan agreements signed between 2005 and 2012 with borrowers based on 28 different countries across the world and operating in all major industries. Our principal findings reveal that country sustainability related to both social and environmental frameworks has a statistically and economically impactful effect on direct financing. Higher country sustainability is associated with lower costs of bank loans. This conclusion is in line with the growing trend that recognizes the importance of Environmental, Social and Governance (ESG) macro-themes in the valuation of every asset class and type of financial contract
13
. Issues such as climate change, resource scarcity, rising and aging populations are tremendously impactful evolutions and their economic significance cannot be understated.
Our analysis shows that the environmental dimension of a country's institutional framework is approximately two times as impactful as the societal dimension when it comes to determining the cost of corporate loans. The various subcategories of each dimension corroborate these findings with the environmental ones creating larger cost-reductions in bank loans compared to the societal ones. On the other hand, we find no conclusive evidence that firm-level sustainability influences the interest rates charged to borrowing firms by banks.
These results extend the academic literatures exploring i) the determinants of bank loans, ii) the empirical link between sustainability and financial performance and iii) the relationship between culture and economic behaviour. It appears that, at least in the international bank loan market, country level sustainability is priced while firm level sustainability is not, or perhaps the latter is 13 Local Government Superannuation Scheme (LGS Super) in Australia has been innovative in considering these themes and creating asset allocation strategies which incorporate them.
http://www.lgsuper.com.au/documents/Sustainability/L0126%20Global%20Sustainable%20Bonds%20 v4.pdf priced only through the former (which would lead to a reinterpretation of precious empirical findings). The role of trust and culture in economic decisions in agreements between contracting parties from different countries has been well documented (Botazzi, Rin and Hellmann, 2007; Licht, Siegel and Schwartz, 2011; Giannetti and Yafeh, 2012) and it provides another possible way to interpret the findings of this study. The practical importance of these findings is especially significant for regulators and sovereign governments. It is these groups that have the power to transform the entirety of the sustainability framework in their countries, thus leading to lower costs of debt for corporations, cheaper undertaking of positive net present value projects and, consequently, to higher rates of economic growth, increased employment and prosperity.
In spite of the contributions our study makes it is characterised by several limitations which provide opportunities for future research in this area. Firstly, the process by which oekom assesses firm and country sustainability characteristics leads to the creation of a single rating and corresponding score. Although this is highly useful for empiricists, there have been voices which strongly suggest that sustainability (or CSR) issues should always be distinguished into those that are related to positive and those that are related to negative social/environmental performance as these are conceptually and practically different and so are their financial outcomes (Mattingly and Berman, 2006; Lankoski, 2009 Loan maturity A calculation of how long (in months) the facility will be active from signing date to expiration date.
Loan spread
Describes the amount the borrower pays in basis points over LIBOR for each dollar drawn down. It adds the spread of the loan with any annual (or facility) fee paid to the bank group. Oekom uses over 100 social and environmental criteria, selected specifically for each industry, and covering six areas, to assess the social and environmental performance of a company and produce the relevant corporate ratings. The six areas of assessment are:
Social Rating
• Staff and Supplier
• Society and Product Responsibility
• Corporate Governance and Business Ethics
Environmental Rating
• Environmental Management
• Products and Services
• Eco-Efficiency Due to the different social and environmental challenges its industry is faced with, oekom research makes around one-third of these criteria industry-specific. All criteria are individually weighted and evaluated according to their importance before they are finally aggregated into a single score.
For more information: http://www.oekom-research.com/index_en.php?content=corporate-rating
